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UNITED STATES CF AMERICA

DEPARTMENT OF ENERGY

OFFICE OF FOSSIL ENERGY

In the Matter of

PHILLIPS ALASKA NATURAL GAS CORPORATION Docket No. LNG

and
MARATHON OIL COMPANY

APPLICATION TO AMEND AUTHORIZATION
TO _EXPORT LIQUEFIED NATURAL GAS

Phillips Alaska Natural Gas Corporation ("PANGC") and Marathon
0il Company ("Marathon'") hereby request, pursuant to Section 3 of
the Natural Gas Act, 15 U.S.C. §717b, and 10 C.F.R. Part 590, that
the 0ffice of Fossil Energy ("FE") of the Department of Energy
("DOE") amend the authorization granted by Economic Regulatory
Administration ("ERA") Opinion and Order Nos. 261 and 261-A ("Order
No. 261") to increase the quantities of liquified natural gas
("LNG") authorized for export. The currently allowed export
volumes are referenced in Phillips 6% Natural Gas Company's

("P66NGC") and Marathon's "Application to Amend Authorization to

Export Liquefied Natural Gas" dated April 7, 1988, ERA Docket

No.88-22~LNG ("1988 Application"). PANGC and Marathon request the
FE amend Order No. 261 to permit PANGC and Marathon to export about
twelve percent (12%) in additional volumes of ING annually as

provided in the "Second Amendatory Agreement" among Sellers, PANGC
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and Marathon, and their LNG Buyers, The Tokyc Electric Power
Company, Incorporated ("Tokyo Electric!"), and Tckyo Gas Company,

Ltd. ("Tokyo Gas"). PANGC, Marathon, Tokyo Electric and Tokyo Gas

are collectively referred to as "Parties."

PANGC and Marathon also request that PANGC be authorized to

assume participation in the Kenai LNG project and that the export

authorization extended in Order No. 261 be transferred from
("P66NGC"), which is PANGC's parent and a subsidiary of Phillips
Petroleum Company ("Phillips"), to PANGC. PANGC requests that this

transfer from P66NGC to PANGC be authorized effective as of January

1, 1991.

In support hereof, applicants submit the following:

I. GEN L INFORMATION

The exact legal name of PANGC is Phillips Alaska Natural Gas
Corporation. PANGC 1is a Delaware Corporation with principal
offices in  Bartlesville, OKklahoma. PANGC is a wholly-owned
subsidiary of P66NGC, a Delaware Corporation, which in turn is a
wholly-owned subsidiary of Phillips Petroleum Company, a publicly
traded Delaware Corporation. PANGC is authorized to do business in
Alaska, Oklahoma, and Delaware.

The exact legal name of Marathon is Marathon 0il Company.
Marathon is an Ohio corporation with principal offices in Houston,

Texas. The outstanding shares of common stock of Marathon are
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owned by USX Corporation (98%) and Texas O0il & Gas Corp. (2%).
Marathon is authorized to do business in all states which it does

pusiness, including the State of Alaska. P66NGC and Marathon are

not affiliated with each other.

All correspondence and communications regarding this
application, ircluding service of pleadings and notices, should be

directed to the following persons:

Mr. Dennis J. Ryan

Manager - Regulatory Affairs
Phillips 66 Natural Gas Company
P.O., Box 1967

Houston, Texas 77251-1967
Phone: (713) 669-=7027

Mr. Larry Pain, Attorney for

Phillips Alaska Natural Gas Corporation
1256 Adams Building

Bartlesville, OK 74004

Phone: (918) 661-6355

Marathon: Mr. F.R. Adamchak, Manager
International Natural Gas
Marathon 0il Company
P. 0. Box 3128
Houston, Texas 77253
Phone: (713) 629-6600

Ms. Lauren Boyd, Attorney
Marathon 0il Company

P. 0. Box 3128

Houston, Texas 77253
Phone: (713) 296-2539

The applicants hereby certify that the undersigned persons and

those named above are the duly authorized representatives of the
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applicants. There are no other proceedings related to this
application pending at any other part of the DOE. A petition is
pending at the Department of Transportation's Research and Special
Programs Administration ("RSPL of DOT"), Docket No. P-47,
requesting a finding of continued exemption from the design,
construction, and siting requlations of the DOT in 49 C.F.R. Part
193 and for approval of designs for certain modifications at the
Kenai LNG Plant. The DOT petition was filed on August 27, 1991,

and copies have been provided to the FE for its information and

review in connection with this appiication.

IT. AUTHORIZATION REQUESTED

PANGC and Marathon request that FE amend the export

authorization granted in Order Nos. 261 and 261-A to approve the

two unrelated changes described below.

A. PANGC and Marathon request that the FE grant export
authorization for the increased LNG sales contract guantity as

provided in the Second Amendatory Agreement. Applicants have

attached an executed Letter of Intent and an unexecuted copy of the

Second Amendatory Agreement as Appendix A to this Application. The
Second Amendatory Agreement has now been fully agreed and is not to
be further revised before final execution. A copy of the executed
amendment will be filed with the FE when available. The Second
Amendatory Agreement amends the June 30, 1988, Liquefied Natural

Gas Sale and Purchase Extension Agreement ("Extension Agreement")
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by: (1) increasing the base Annual Contract Quantity ("ACQ") to
56.0 Trillion Btu's for the contract year beginning April 1, 1993;
(2) increasing the base ACQ to 64.4 Trillion Btu's per year
effective as of the contract year beginning April 1, 1994, through
the end of the term on March 31, 2004; (3) providing a right of
Sellers to cancel the increases of up to 12% in the base ACQ bv
written notice by March 31, 1994, to be effective as of April 1,
1997: and (4) changing the agreed Accumulated Annual Underlift
Quantity provision in Section 5.2¢, which limits the cumulative
underlift, relative to ACQ, which the LNG Buyers are entitled to

exercise. Current provisions for annual sales of up to 106% of the

base ACQ's remain unchanged.

B. Applicants also request approval of a July 25, 1991,
"Assignment Agreement" which has been approved by all parties and
which assigns P66NGC's interest in the Extension Agreement, as

amended, to its subsidiary PANGC effective as of January 1, 1991.

A copy of the Assignment Agreement is attached as Appendiy. B to

this application and is incorporated by reference.

III. BACKGROUND

In November 1969, Phillips and Marathon began exporting LNG

manufactured from Alaskan natural gas to Japan. The exports
originally commenced pursuant to the April 19, 1967, order of the

FPC in Docket Nos. CI67-1226 and CI67-1227, 37 FPC 777 (1967). 1In
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that order, the FPC found that the export of LNG by Phillips and

Marathon would not be inconsistent with the public interest and

authorized the export of LNG by applicants for a fifteen-year

period ending May 31, 1984.
The original Liquified Natural Gas Sales Agreement dated March

6, 1967, among Phillips and Marathon as sellers and Tokyo Electric
and Tokyo Gas as buyers provided that the term could be extended
for an additional period of five years under certain circumstances.
The parties agreed to a five-year extension, and on May 10, 198¢Z,
Phillips and Marathon filed a joint application with the Economic
Regulatory Administration to extend the initial export
authorization granted by the FPC for an additicnal five years from
May 31, 1984. In granting the authorization to amend and continue
the LNG export in Order No. 49, 1 ERA 970,110 (December 14, 1982),
the ERA found the extension was not inconsistent with the public
interest. 1/

The parties entered into the Extension Agreement dated as of
June 17, 1988, to continue the LNG sales for an additional fifteen
years through March 31, 2004. On April 11, 1988, P66NGC and

Marathon filed a joint application with the Economic Regulatory

Administration in Docket No. 88-22-LNG requesting approval of a 15

year extension and modification of their existing authorization.

In granting the authorization to amend and continue the ING export

1/ In ERA Order No. 49-A, 1 ERA 170,128 (April 3, 1986), the
authorization previously granted to Phillips to export LNG was
transferred to P66NGC effective as of January 1, 1986.
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in Order No. 261, 1 ER2 €70,130 (July 28, 1988), the ERA concluded
inter alia, (1) that there is no domestic need for the gas involved
in this export over the term of the extended authorization; (2)
that the export arrangement is in accord with the DCE's
international gas trade policy: (3) that the exports contribute
favorably to the U.S. balance of payments; (4) that the pricing
formula is reasonable and provides flexibility to respond to market
conditions; and (5) that the extension is not inconsistent with the
public interest. Recently, in DOE/FE Order No. 261-A, Docket No.
91-10-NG (June 18, 1991), the FE approved certain changes to the

ILNG pricing formula designed to keep the price competitive with

other LNG prices and with world energy prices.

The Extension Agreement contemplates that applicants will
replace their existing LNG tankers with two new and larger LNG
tankers before June 1994. Applicants now expect deliveries of the
new tankers to occur in June and December 1993. Under the
Extension Agreement at the time of replacement of the tankers, the
contractually authorized base export volumes are to increase from
52 trillion Btu's per year to 57.5 trillion Btu's per year. The
Extension Agreement also allows deliveries of an additional six
percent (6%) above the base contract quantities in certain
circumstances. The Kenai LNG Plant as presently constructed can
accommodate these increased export volumes, which are presently
authorized. However, the parties now desire to take advantage of

additional ING delivery capability of the new LNG tankers, which

exceeds that contemplated in the Extension Agreement. The




incremental increase in export volumes will require some minor

modifications to the existing Kenai LNG Plant.

The natural gas used to manufacture LNG for export to Japan is
produced from the Cock Inlet Basin area of Alaska. Historically,
seventy percent of the annual wellhead requirement has been
produced by Phillips from reserves which it owns or controls in the

North Cook Inlet Unit, and thirty percent has been produced by

Marathon from reserves which it owns or controls principally in the
Kenai Field. The total additional wellhead reserves required to
meet the incremental LNG export volumes, for which authority is
being requested herein, is approximately 90 Bcf over the remaining
term of the Extension Agreement. These reserves will be produced
from gas fields owned or controlled by applicants in the Cook Inlet
area, supplemented as necessary by the acquisition of reserves or
purchases of gas from other fields. Recently, PANGC commenced

purchases of about 5 MMcfd of natural gas to ba used for LNG

manufacture from CIRI Production Company's West Fork Field in the

Cook Inlet area.

IV. _THE ADDED EXPOE

PANGC and Marathon request FE authorization for an incremental
increase 1in the Annual Contract Quantity (ACQ) of ING tc be

exported in accordance with an agreement between applicants and the

buyers, which will be referred to as the Second Amendatory

Agreement. The Amendment has not yet been executed by the Parties,




but the parties have agreed to the volume changes and other terms

as set forth in the Letter of Intent and Second Amendatory

Agreement attached as Appendix A.

When signed, the Second Amendatory Agreement will amend the

Extension Agreement under which applicants currently sell ING to

Tokyo Electric and Tokyo Gas. Under the Second 2Amendatory

Agreement, applicants will increase by up to twelve percent (12%)

the LNG manufactured at the Kenai LNG Plant in the Cook Inlet area
of Alaska and exported to the buyers in Japan commencing April 1,

1993, and ending March 31, 2004. The principal differences in the

terms of the Extension Agreement as previously amended and the new

Second Amendatory Agreement are:

(1) Commencing April 1, 1993, the base Annual Contract
Quantity will be increased from 52.0 trillion Btu's per
year to 56.0 trillion Btu's per Yyear for the contract
year 1993. The base ACQ quantity will increase to 64.4
trillion Btu's per year beginning in the April 1, 1994,
contract year when the new tankers are expected to be in
service. If deliveries of the new LNG tankers are
delayed, the parties recognize that some deferral of the
increase in quantities may be required. The ACQ will
remain at 64.4 trillion Btu's per year until the contract
term ends on March 31, 2004, unless the Sellers exercise

an option by March 31, 1994, to reduce the ACQ's

beginning with the contract year starting April 1, 1997,




back to the presently authorized base ACQ for that
period of 57.5 trillion Btu per year. In addition to the
above changes in the ACQ, as currently provided in the
Extension Agreement, the LNG buyers may request
additional deliveries up to a maximum of 6% of the ACQ
during any contract Yyear. Therefore, export

authorization is requested for up to 106% of the

increased ACQ's stated abcve.

The amendment also revises Section 5.2c, which limits the
cumulative quantity of LNG underlifted by the LNG buyers.

The cumulative underlift quantity allowed is a function

of the changed ACQ.

The existing Alaskan LNG export project has been a safe and

reliable operation for all parties concerned for over twenty-one

years. Applicants seek approval for a relatively small increase in

the level of ING exports (approximately 12%).

Ssection 3 of the Natural Gas Act ("NGA'"), in addressing
natural gas imports and exports, provides in part, "The Commission
shall issue such order upon application, unless, after opportunity
for hearing, it finds that the proposed exportation or importation
will not be consistent with the public interest." For the reasons
stated herein, PANGC and Marathon believe that there continues to

be no basis in fact or law for conclusion other than that reached

by the FPC in 1967, and again by ERA 1in 1982 and 1988, that the

10
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export of Kenai liquefied natural gas to Japan by PANGC and
Marathor. from the Cook Inlet area is wholly consistent with the
public interest.

The export project has for the past twenty-one years improved
the economy of the State of alaska and the balance of payments
between the United States and Japan. The requested amendment to
incrementally increase LNG exports is not inconsistent with the

public interest; rather, it would enhance the project by more fully

using the facilitiles.

A. CONTINUED EXPORT OF ALASKAN LNG BENEFITS
ALASKA, THE AMERICAN PUBLIC AND JAPAN.

_—_—‘_—-———_"—_

In connection with the 1988 Applicaticn for extension of the
Kenai Project, P66NGC and Marathon contracted Dames & Moore (D&M) ,
an independent consulting firm to make a comprehensive economic
analysis of the regional and national interest with respect to the
Kenai LNG export project. Although this report is dated April S,
1988, we believe the positive conclusions reached in the report are
still relevant and would only be improved by the requested increase
in export volumes. The D&M report reviews 1n detail the benefits,

hoth direct and indirect, derived by the local-regional economy as

a result of the Kenai export project.

The State of Alaska continues to benefit significantly from

the project. The operation of the 1iquefaction plant and natural

gas production facilities provides employment for workers in the

area and economic benefits for suppliers and businesses in the

area. The State of Alaska and its citizens, as well as the federal

11




government, also benefit from royalty payments on the naturali gas

used by the project as well as associated tax revenue. This
project generates millions of dollars a year in Alaskan personal

income and state and local taxes (Table 6-1,D&M report).

This export has provided a beneficial impact on the balance of
paynrents between the United States and Japan and will continue to
do so. Although small in comparison to the total U.S.-Japanese
trade balance (D&M table 6-7), this project provides a steady and
continuous offset to the trade imbalance between the two countries.
Under the Second Amendatory Agreement, exported volumes will

increase slightly, thereby increasing the favorable balance of

trade effect to the United States.

While this source of LNG is not the largest source of imported

energy consumed in Japan, it is one of the most secure and reliable
energy sources available to that country. During the twenty-one
years that this project has been in operation there have been no
major accidents oi interruptions of service. This export has
benefitted the sellers, their customers, and the trade relations

between the two countries, and will continue to do so.

B. THERE IS NO NATIONAL OR REGIONAL NEED FOR
THE NATURAL GAS WHICH WILL BE EXPORTED.

The prospects for shipping LNG to the lower forty-eight states

are remote, considering both the economics and the absence of need

for this gas in the lower forty-eight states. The supply of gas in

the lower forty-eight continues to exceed demand. Even if economic

12
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conditions were such that LNG could be shipped to the lower forty-
eight at market clearing prices, the constraints of building LNG
receiving terminals on the West Coast would likely prevent such
interstate sales over the great majority, if not the entire period,
of the proposed export of the additional volumes sought here.
There are no LNG receiving facilities on the West Coast of the
lower forty-eight states, and none are now anticipated. (D&M
report at 1-13). Movement of Kenai ING to existing terminals on
the East Coast or Gulf Coast is economically improbable due to the
distance and the necessity of employing smaller U.S. registered
tankers to pass through the Panama Canal. No such appropriately
sized ING tankers currently exist. In addition, Canada has and
will continue to have huge gas reserves available for export to the
lover forty-—-eight states and will continue to be able to provide
gas to the U.S. market at lower costs than those necessary for
Alaskan LNG.

With respect to the regional need for natural gas, the Cook

Inlet area continues to have a large oversupply with resulting low

prices. Even with greater local market demand, it is estimated

that there will be more than ample gas reserves remaining to supply
the local and regional need for gas well beyond the current term of
the export authority. The D&M study reports the results of various
supply/demand analyses to determine their effect on the Alaska
Railbelt Region. Under the expected supply/demand scenario,

estirated Cook Inlet area remaining proved, probable, and possible

reserves total in excess of 3.5 trillion cubic feet at the end of

13




2004 (D&M Chapter 5.0, Railbelt Region Supply/Demand Balance). The
most unfavorable low supply/high demand scenario examined in the
D&M study shows estimated Cook Inlet area remaining reserves in
2004 in excess of 1.2 trillion cubic feet. Further, the 2laska

Rallbelt Region 1is blessed with huge o0il, coal and hydroelectric

enexrgy resources.

The estimates of natural gas supplies in the Cook Inlet area

utilized in the D&M study are corroborated by more recent estimates
of the Cook Inlet area resource base described below, including

those of the Alaska Department of Natural Resources ("ADNRY") in its

report of Historical and Projected 0il and Gas Consumption dated

June 1991 (ADNR Report). Therefore, the results of the 1988 D & M
study remain valid today.

The D&M study included estimates of probable and possible gas
resources as well as proven gas reserves. According to estimates
by the Alaska Department of Natural Resources, in addition to the
1990 year end total Cook Inlet region proven gas reserve base of
3,417 Bcf, prospects are good for the discovery of additional gas
reserves in the Cook Inlet Basin area. The ADNR estimates that
there is an 80% probability that at least 1,490 Bcf remain to be
discovered and a 50% probability that at 1least 3,070 Bcf of
unproven gas reserves remain to be discovered. (D&M Table 4.3.)

These ADNR estimates are consistent with projections developed
by ICF Incorporated in an August, 1988 report to the Alaska Power

Authority, entitled Fuel Price OQutlooks: Crude 0il, Natural Gas,
and Fuel 0il. In this detailed analysis of Cook Inlet gas supply

14
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potential, ICF projects that 1,450 Bcf of additional gas reserves
remain to be discovered (at wellhead prices less than $2.00/Mcf in
constant 1987 dollars) through further development in existing
fields and exploration in new fields.

Another study providing evidence of the potential for
discovery of additional gas reserves in the Cook Inlet area is the

botential Supply of Natural Gas in the United States as of December

31, 1990, published in May 1991 by the Potential Gas Committee
("PGC") through the Colorado School of Mines. The PGC is made up
of volunteers from the gas industry, government agencies and
academic institutions. The PGC has prepared and published biennial
estimates of the potential supply of natural gas in the United
States since 1964. Three categories of potential gas resources are
recognized and reported by the PGC: probable, possible, and
speculative. These three categories are differentiated on the
basis of variation in available geologic, geophysical and
engineering information.

The PGC's May 1991 study (Table 15 at 129 - 130) estimates
that the "most 1likely" quantity of gas reserves remaining to be
discovered, both onshore and offshore, in the Cook Inlet area is
3,150 Bcf for the "Probable” and "Possible" categories. The

nSpeculative" category estimate would add another 3,400 Bcf of

potential reserves. The PGC's estimates are consistent with ADNR

and ICF estimates.

The 1990 total annual demand for natural gas from the Cook

Inlet region is approximately 210 Bcf. According to the 1991 ADNR

15
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Report, demand for gas from the Cook Inlet is estimated to decrease
from the 1990 levels and then increase by less than 1% annually
until again reaching 210 Bcf/year in 1¢99. (ADNR Report Table 7.2
at 27.) Of the total annual demand for gas from the Cook Inlet
region, only 26-27 Bcf are attributable to Cook Inlet area
residential and commercial space heating needs, and only about 35-
39 Bef are required for electrical generation. Id. These
relatively high priority demands thus account for only about 31% of
the total annual gas consumption in the Cook Inlet area.

Since 1988, the region's electric and gas utilities -~ Enstar
Natural Gas Co., Chugach Electric Association, and the City of
Anchorage Municipal Light & Power -~ have entered into long term
gas supply contracts with Cook Inlet producers. The gas reserves
dedicated under these and previous contracts are projected by the
utilities to meet their annual gas requirements well beyond the
expiration of the current export authority.

Based on the most recent ADNR projections of total annual Cook
Inlet area gas demand of 210 Bcf/year and also taking into account
additional volumes for manufacturing LNG pursuant to the export
authority requested herein, it 1is estimated that total gas
consumption in the Cook Inlet area will be less than 2,900 Bef
during the period from January 1, 1991 through the end of the term
of the export authority in 2004. Considering the current total
Cook Inlet area proven reserves (See Table 1 of the ADNR Report)
and even the most conservative estimate of probable reserves

discussed above, it is evident that ample gas exists to meet local

16
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and regional needs well beyond 2004 if the present application is

granted.

Natural gas is now in surplus of domestic needs both in Alaska
and in the lower 48 states. The proved reserves to production (or
RP) ratio for the Cook Inlet area based on the ADNR report stands
at 16.2, much higher than the lower 48 states' RP ratio of 9.8
derived from DOE EIA statistics. Furthermore, the various data and

studies described herein clearly indicate that Cook Inlet area gas

resources will be more than adequate to meet the local and regional

need for gas in the foreseeable future. The studies discussed above
provide strong evidence that substantial additional gas reserves

will be added to the resource base in the future to meet area gas

needs in the more distant future.

Applicants submit that there is no evidence of a domestic

need, either national or regional, for the incremental volumes of

natural gas for which applicants are requesting export authority

herein. Therefore, the proposed incremental increase in the LNG

export volume is not inconsistent with the public interest and

should be approved in all respects.

C. THE PRICE TO BE CHARGED FOR THE INCREASED LNG DELIVERED
[0 JAPAN 1 ONSISTENT WITE £ _PUBLJ NTERI

The price to be charged for increased LNG deliveries 1is

unchanged from the Extension Agreement as previously amended and
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will be determined by the same method approved in Order No. 261-A,

and therefore as concluded in Order 261-A, is not inconsistent with

the public interest.

V. ENVIRONMENTAL IMPACT

The applicants' LNG manufacturing facilities will require
modification to accommodate the incremental increase of ILNG
production. The modifications planned for the Kenai ILNG Plant will
increase its efficiency and reliability. The maximum daily 1inlet
capacity will not be materially increased. However, the plant's
ability to manufacture LNG is impacted by ambient air temperature.
Therefore, the plant is capable of producing higher volumes of ING

during the winter than during the summer. The modifications

planned will somewhat smooth out the plant's production capability

and increase LNG production capability materially in the summer

months.

The essence of the planned modifications to the Kenai LNG

Plant follows. Applicants plan to:

(1) Improve the efficiency of the fuel gas systenm;

(2) Add cooling water capacity to improve summer LNG
production capability;

(3) Replace one or both existing LNG transfer pumps
between the LNG manufacturing trains and the storage

tanks:

(4) Expand and upgrade fire water and fire protection
systems; and

(5) Consider adding a new waste heat boiler for steam

18




generation to reduce loads on existing boilers,
improve fuel efficiency, and reduce flue gas

emissions.

As an example of the changes contemplated within the fuel gas
system, a new LNG storage tank vapor blower will decrease the loss
of methane gas from the three existing ING storage tanks and will
recover natural gas equivalent to approximately two percent (2%) of
inlet vclumes. This will in turn decrease natural gas production
and 1inlet volume requirements by a similar amount. This
significant increase in plant efficiency will also largely
eliminate present methane emissions to the air from the LNG storage
tanks. Also if constructed, the addition of a waste heat recovery
boiler would reduce tha load on existing boilers and therefore
would reduce flue gas emissions.

The specific plant modifications to be made are outlined in
full in the application filed by Applicants with the RSPA of the
DOT in Docket No. P=-47 on August 27, 1991. Copies of that petition
have been furnished to the Office of Fossil Energy for 1its
information and review in connection with this application. The
DOT petition seeks confirmation of the continued grandfathered
exempt status of the Kenai LNG Plant after the above mentioned
modifications. The DOT's approval is also requested for the design
of the proposed plant modifications. The petition includes a

narrative of the proposed plant modifications resulting from a 1990

Kenai LNG Plant efficiency study and a series of plot plans and

process flow diagrams that illustrate the contemplated changes in




. .. 'S "{L .‘

I" 'l '
R N

' . - Fl
Ll ’ ] .-ﬂ-n;‘ . L]
~— sl .

AN . 'f-h. ,

! -

- " ,.' 4 e
v J' . ';I-f(? ‘-l' "']'."".. .

I N LA L "u
*‘.; " ':- - : *r 4 lH‘-'-

':"'l""_JI “'-. ik SRR _ ) :: . \ h-l . " 4 "
-I' Ty r " r.“._, * l . " '
. s 4 . te . " """i ! ' " -
e Tk et e i o B OO
L] 4 4 " ] - I | 1 " 'l '.‘. L .I . [l . R -t \ . . lr
- .l !‘. H 1\ '|l : .!"I-ﬁ + L] . " . - r " d »
' ‘ ..,t - _. ,'”._ - , | ; . , 1
-'. - . ':‘rﬂ‘ I ., . | .
ot . " " o)t
A | 1 ]
e " .

Ty g _:-"I{ et

e Ay e

\1.
y
—::f*'.L

f

more detail.

With the exception of the replacement of LNG transfer pump(s),
the mechanical design of the LNG liquefaction process 1s unaltered
by the proposed changes. The majority of the modifications are to
the utility systems. The changes allow the facility to operate
year round at a production level closer to the plant's maximum
daily inlet capacity. The cost of the modifications 1is less than
ten percent (10%) the estimated cost of replacement of the Kenai
ING Plant with new facilities, which may range from $250 million to
$300 million. For these reasons and for the reasons outlined in
detail in the Appendices to the DOT application, Applicants do not
believe that the proposed changes to the Kenal LNG Plant process
make a significant alteration to the existing facility.

The facilities have operated safely without major disruption
of supply or accident from start-up in 1969, and the planned
modifications will not in manner reduce this reliability. All of
the modifications will occur at the Kenai LNG Plant, an existing
industrial facility. The primary environmental effect of the FE's
approval in this case will be the production and use of about 90
Bcf of added gas supplies. We have demonstrated above that this
added production 1is consistent with the public interest.

Therefore, applicants request FE find that approval of this

application is not a major Federal action significantly affecting

the quality of the human environment within the meaning of National

Environmental Policy Act of 1969, 42 U.S.C. §4321 et.seq. (1976),

and that neither an environmental 1impact statement nor an

20
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environmental assessment is required.

VI. THE TRANSFER OF P66NGC'S PARTICIPATION
IN THE EXPORT PROJECT

TQ PANGC SHOULD BE APPROVED.
—e TANSL onYYLL BAM AFPROVED,

PANGC and Marathon request FE to amend the authorization
currently held by P66NGC to reflect the assignment of P66NGC's
interest in the Extension Agreement and related contracts to its
wholly-owned subsidiary, Phillips Alaska Natural Gas Corporation,

effective as of January 1, 1991. Marathon will continue to retain

the same interest it currently holds.

P66NGC has been and is now involved in a restructuring of its
operations designed to more closely align operating group
responsibilities with ownership of business assets, to better
identify results of its operating groups, and to enable management
to react more quickly to changing business environments. As one
part of the overall restructuring, PANGC has assumed responsibility
for the Kenai LNG operations, subject to the regulatory approval
sought here. These operation transfers were provisionally made to
PANGC by the July 25, 1991, Assignment Agreement and related
assignments subject to FE approval, with the assignment to be
effective as of January 1, 1991. Most of the assets and operations
involved in the export of LNG covered by Order No. 261 are included
in those operations to be transferred to PANGC. The parties agreed
in principle to the transfer of P66NGC's participation in the LNG

export to PANGC early in 1991; but the formal "Assignment
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Agreement" executed pursuant to the Japanese buyvers' April 1991
written approval was completed on July 25, 1991, subject to
approval of the Office of Fosslil Energy. A copy of the P66NGC -
PANGC "Assignment Agreement" dated July 25, 1991, but effective on
January 1, 1991, is attached as Appendix B to this Application.

PANGC will assume and perform P66NGC's obligations under the
Extension Amendment as amended. P66NGC’s stock interests in the
affiliates owning the liquefication plant,l/ the LNG tankers 2/ and
related facilities have been transferred to PANGC subject to
regulatory approval. Employees of P66NGC or Phillips will continue
to administer and operate the Kenai LNG Plant pursuant to service
agreements between PANGC and P66NGC or Phillips.

The reorganization will have no impact on the export
operation; therefore, approval of the requested transfer to PANGC
is not inconsistent with the public interest. This transfer does
not differ materially from the transfer of Phillips' participation

in the export project which was approved in ERA Order No. 49-A 3/

retroactively to January 1, 1986.

1/The Kenai LNG Plant is owned by Kenai LNG Corporation, which has
been owned 70% by P66NGC and 30% by Marathon.

2/The Arctic Tokyo 1s owned by Arctic LNG Transportation Company.
The Polar Alaska 1s owned by Polar LNG Shipping Corporation. Each
corporation has been owned 70% by P66NGC and 30% by Marathon.

3/DOE/ERA Opinion and Order No. 49-A (1 ERA ¢ 70,127, April 3,
1986) .
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VIT. APPENDICES

Attached hereto and incorporated by reference herein are the

following appendices:

Appendix A: Letter of Intent and Second Amendatory

Agreement.
Appendix B: P66NGC - PANGC Assignment Agreement

Appendix C: Opinions of Counsel

VIII. CONCLUSION

For the foregoing reasons, PANGC and Marathon respectfully

request that FE amend Order Nos. 261 and 261-A, and authorize (1)
the incremental increase of ING exports pursuant to the conditions

set forth in this application and (2) the transfer of P66NGC's

participation in the export to PANGC.
Respectfully submitted,

PHILLIPS ALASKA NATURAL GAS
CORPORATION

*

BY &m0 | ° Vil
Mr ~Pehnis J./Ryan
Regulatory Affairs Agent
P.O. Box 1967

Houston, TX 77251-«1967

(713) 669-7027

MARATHON OIL COMPANY

BY o7 4‘.._{‘“

Mr. F.R. Adamchak
Manager, International Natural Gas

P.O. Box 3128
Houston, Texas 77253

(713) 629-6600

Novenmber 22, 1991
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VERIFICATION

STATE OF OKLAHOMA
) SS
COUNTY OF WASHINGTON

BEFORE ME, the undersigned authority, on this day personally
appeared DENNIS J. RYAN, who, having been by me first duly sworn,
on oath says that he is Regulatory Affairs Agent for Phillips
Alaska Natural Gas Corporation and is duly authorized to make this
Verification; that he has read the foregoing instrument and that

the facts therein stated are true and correct to the best of his

knowledge, information and belief.

Dennis J. Ry
Subscribed and sworn to before me, a notary public, this

_25® _ day of M____, 1991.
%}. i’/o/.-c.;r...;/

ry Public

My Commission expires:
o' s SAUG SARC

Lt ”i Cainntissin Exp'rcs
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VERIFICATION

STATE OF TEXAS

COUNTY OF HARRIS

BEFORE ME, the undersigned authority, on this day personally

appeared F. R. ADAMCHAK, who, having been by me first duly sworn,

on oath says that he is Manager of International Natural Gas of

Marathon 0il Company and duly authorized to make this

Verification; that he has read the foregoing instrument and that

the facts therein stated are true and correct to the best of his

knowledge, information and belief.

78

F. R. Adamchak

,.msubscribed and sworn o before me, a notary public, this
C. c,md day of ¢ c , 1991.

My Commission expires:

AYQ u.._\ A .
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APPENDIX A

LETTER OF INTENT AND
SECOND AMENDATORY AGREEMENT




w . " LI ]
' rJ- ' . ' -'h'-'"r_ ’ .Tp ', ;.
b | -n. r ’ -' * ‘*' o . a ' " )
THREE A N )

'I'l ‘ . r 4 i

LETTER OF INTENT REGARDING SECOND AMENDATORY AGREEMENT
TO JUNE 17, 1988 EXTENSION AGREEMENT

By letter dated April 30, 1991, the Buyers, The Tokyo
Electric Power Co., Inc. and Tokyo Gas Co., Ltd., indicated
their interest 1in purchasing additional volumes of LNG from
the Sellers, Phillips Alaska Natural Gas Corporation and
Marathon 0il Company, under the June 17, 1988, ILNG Sale and
Purchase Extension Agreement. We have further discussed the
increased volume commitments and have substantially agreed on
the terms of a Second Amendatory Agreement to the Extension
Agreement, the latest draft of which is attached as Exhibit A

to this IL.etter of Intent and incorporated by reference.

The parties are executing this Letter of 1Intent to
signify <their substantial satisfaction with the attached
Second Amendatory Agreement and their intent to recommend
final approval of the amendment, subject to such further

modifications as may be agreed among the parties.

EXECUTED this é[s(: day of (zgfubu" , 1991.

PHILLIPS ALASKA NATURAL GAS MARATHON OIL COMPANY
CORPORATION

Y Jdiae o I Dem b

R. D. Wimer, Vice President F. R\ Adamchak, Manaer
International Natural Gas

THE TOKYO ELECTRIC POWER CO., INC. TOKYO GAS CO., LTD

By /ﬁ(/ /6777/‘7’%/ By

K. Nemoto, General Manager M. Nose, General Manager
LNG Project Office Gas Resources Department




THIS  AGREEMENT made and entered into by and between

Phillips Alaska Natural Gas Corporation (Phillips) as
successor to Phillips 66 Natural Gas Ccmpany and Phillips

Petroleum Company, corporations incorporated under the laws
of the State of Delaware, the United States of America and

Marathon 0il Company (Marathon), a corporation incorporated
under the laws of the State of Ohio, the United States of

America, hereinafter collectively referred to as "Sellers",
and The Tokyo Electric Power Company, Incorporated (Tokyo
Electric) and Tokyo Gas Co., Ltd. (Tokyo Gas), corporations
incorporated under the laws of Japan, hereinafter

collectively referred to as "Buyers".

WITNESSETH:

Sellers and Buyers have discussed increasing annual

contract quantity (ACQ) applicable under the Liquefied
Natural Gas Sale and Purchase Extension Agreement dated the
17th day of June, 1988, (hereinafter referred to as
"Extension Agreement"). Sellers are undertaking
modifications to manufacture incremental ING and will have
surplus shipping capacity upon delivery of the new LNG
tankers now under construction. Buyers have expressed
their interest in purchasing such incremental LNG. Now,
therefore, in consideration of the mutual and dependent
promises herein contained, Sellers and Buyers shall agree

as follows:

1. Article V, Sections 5.1 and 5.2¢ in the Extension
Agreement shall be deleted and replaced with the

following:
5.1 ANNUAL CONTRACT QUANTITY

The annual contract quantity of LNG which Sellers agree
to sell and deliver and Buyers agree to purchase and
receive under this Extension Agreement shall be
denominated in BTU’s and shall be as per the following

table for the contract years commencing April 1 of the
years shown:
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TOTAL TOKYO ELECTRIC TOKYO GAS

EF S Metric Btu’s Metric Btu’s Metric
Contract Tons Tons Tons

Year Trillion Thousand Trillion Thousand Trillion Thousand

1989-1992 52.0 388.0 39.0 741.0 13.0 247.0

1993 56.0 1,064.0 42.0 798 .0 14.0 266.0

1994-2003 64.4 1,224.0 48.3 918.0 16.1 306.0

Metric Tons are approximations for information purposes and
shall in no way affect this Extension Agreement.

In reference to Section 4.1 of the Extension Agreement,
Sellers have contracted for the purchase of two new LNG

tankers scheduled for delivery during June and December
1992. If Sellers anticipate any material delay in new

ING tankers introduction beyond these dates, Sellers

shall notify Buyers of the delay, and Sellers and
Buyers shall meet and discuss the necessary changes to
the annual contract quantity for the contract years

1993 and 1994.

on or before March 31, 1994, Sellers shall have the
option, upen written notice to Buyers, to change the
annual contract quantity from contract year 1997
through contract year 2003. Prior to providing such
written notice to Buyers, Sellers and Buyers shall meet
to discuss Sellers election to change the annual
contract quantity. Thereafter, the annual contract

quantity of LNG which Sellers agree to sell and deliver
and Buyers agree to purchase and receive under this

Extension Agreement shall be as per the following
table:

e

¢
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TOTAL TOKYO ELECTRIC TOKYQ GAS
Btu’s Metric Btu’s Metric Btu’s Metric
Tons Tons Tons

Trillion Thousand Trillion Thousand Trillion Thousand
57.5 1,092.0 43.125% 8§19.0 14.375 273.0

Metric Tons are approximations for information purposes,
and shall in no way affect this Extension Agreement.
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Prior to the arrival of a cargo of LNG at the LNG

berthing facilities wused jointly by Buyers, Buyers
shall declare together to Sellers the ratio, totalling

one hundred percent (100%), in which such cargo is to
be allocated between Buyers.

For the purpose of calculating the quantity delivered
in a contract year, delivery and receipt of all LNG
unloaded from any LNG tanker shall be deemed to have
been made on the day on which unloading of that LNG was

commenced.

5.2C ACCUMULATED ANNUAL UNDERLIFT QUANTITY

All annual underlift quantities and annual cverlift
quantities shall be accumulated at the end of each
contract year and the accumulated annual overlift
quantity shall be subtracted from the accumulated
annual underlift <gquantity to determine the net
accumulated underlift quantity, if any. Buyers shall
limit the net accumulated underlift quantity to a
maximum of sixty trillion, five hundred thirty-four
billion (60,534,000,000,000) Btu’s, as for Tokyo
Electric to a maximum of forty-five trillion, four
hundred billion, five hundred million
(45,400,500,000,000) Btu’s and as for Tokyo Gas to a
maximum of fifteen ¢trillion, one hundred thirty-three
billion, five hundred million (15,133,500,000,000)
Btu’s. If pursuant to Section 5.1 above, Sellers
provide notice to change the annual contract quantity
from the contract year 1997, Buyers shall limit net
accupulated underlift quantity to a maximum of
fifty-seven trillion, three hundred fourteen billion
(57,314,000,000,000) Btu’s, as for Tokyo Electric to a
maximum of forty-two trillion, nine hundred eighty-five
billion, five hundred million (42,985,500,000,000)
Btu’s and as for Tokyo Gas to a maximum of fourteen
trillion, three hundred twenty-eight billion, five

hundred million (14,328,500,000,000) Btu’s.

Buyers shall not exercise their rights under Section
5.2a above at any time during any contract year if such
exercise would result in a net accumulated underlift
quantity exceeding the maximums mentioned above at the
end of that contract year. Buyers shall endeavor to
bring the net accumulated underlift quantity to zero

(0) by the end of this Extension Agreement.




2. The provisions of the Extension Agreement other than
those specified in this Agreement shall remain as they

are.

3. APPROVAL AND AUTHORIZATION OF GOVERNMENTAL REGULATORY
BODIES:

3.1 Endeavors to obtain Approvals and Authorizations:

Sellers shall use their best endeavors to obtain
forthwith any and all approvals and authorizations
required by any legally constituted regulatory
bodies of the United States of America, or deemed
necessary by Sellers to allow Sellers to commence
and continue deliveries of LNG to Buyers under this
Agreement, furnishing Buyers with certified copies
of all such governmental approvals and
authorizations, together with certified copies of
rules, regqulations and restrictions promulgated by

each regulatory body in connection with such
approvals and authorizations.

If Sellers fail to obtain by December 31, 1992, the
necessary governmental approvals and authorizations
to modify the plant as necessary and to increase
the annual contract quantity in conformance with
this Agreement, Sellers or Buyers may terminate
this Agreement at any time thereafter by written
notice to the other of their intent to terminate,
so long as such notice is given prior to obtaining
of such approvals and authorizations. Such
termination will not affect the terms and
conditions of the Extension Agreement. Further, if
any governmental approval or authorization issued
imposes terms or conditions unreasonable to
Sellers, then Sellers may terminate this Agreement
by written notice to Buyers within thirty (30) days
after issuance of the said final government

approval or authorization.

Both of Sellers or both of Buyers shall act jointly
in terminating this Agreement under this Section.
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3.2 Liability of Termination:

Should either Sellers or Buyers exercise the right
under Section 3.1 to terminate this Agreement, the

parties exercising the right shall not be liable to
the other parties for any losses, damages oOr
expenses incurred by such other parties as a result

of the termination of this Agreenent.

IN WITNESS WHEREOF, the parties hereto have caused this
Agreement to be executed in good faith, by their respective
duly authorized officers as of the date set forth belov.

BUYERS: SELLERS:

THE TOKYO ELECTRIC POWER PHILLIPS ALASKA NATURAL GAS
COMPANY, INCORPORATED CORPORATION

BY: BY:
President & Director President

TOKYO GAS CO., LTD. MARATHON OIL COMPANY

BY: BY:
President & Director President
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ASSIGNMENT AGREEMENT

This Assignment Agreement is entered 1inte this ,Ziﬁ

day of :,ZQ{ f% , 1991, but effective as of January 1, 1991,

by and between PHILLIPS 66 NATURAL GAS COMPANY, a Delaware

LS

-
o
] L]

corporation (”Assignor”) and PHILLIPS ALASKA NATURAL GAS CORPO-
RATION, a Delaware corporation (”Assignee”).

WHEREAS, Assignor is a party seller to the “Liquefied
Natural Gas Sale and Purchase Extension Agreement” (”Extension

Agreement”) dated as of June 17, 1988, among Assignor, Marathon
Oil Company, The Tokyo Electric Power Company, Incorporated, and

Tokyo Gas Co., Ltd., under which sales of liquefied natural gas

produced in Alaska are made to the buyers in Tokyo, Japan; and

WHEREAS, Assignor desires to assign its interest in

the Extension Agreement to Assignee, a wholly owned subsidiary

of Assignor;

NOW THEREFORE, for and in consideration of the sum of
Ten Dollars ($10.00) and other good and valuable consideration,

the receipt and sufficiency of which 1is hereby acknowledged,

Assignor does hereby assign to Assignee all of Assignor’s right,

title, and interest as a party to the Extension Agreement.
Assignor retains its rights and obligations under the Agreement
as to the period prior to January 1, 1991, and agrees to remain
responsible for the performance of its obligations under the

Extension Agreement for the period on and after January 1, 1991,

thereby waiving the release provision of the second paragraph of




Section 20.1 “*Assignment” of the Extension Agreement. Assignee
agrees to assume, honor, and perform all obligations of Assignor

under the Extension Agreement effective as of January 1, 1991.

IN WITNESS WHEREOF, this Assignment is executed by the
duly authorized officials of the parties effective as of the

date set forth above.

ATTEST PHILLIPS 66 NATURAL GAS COMPANY

A
LMCZ:;:&‘_J_ By A -// 2.

secretary XK. L. Smalle ’ President
D. L. Cone, Assistant Secretary

ATTEST PHILLIPS ALASKA NATURAL GAS CORPORATION

BY_%_M___—__
asdsant  Secretary C. B. Friley, Vice President &..

E V- ZGICWH, i

CONSENT TO ASSIGNMENT

In consideration of the covenants set forth in the

Assignment Agreement above, Marathon 0il Company hereby consents
to the above assignment and to the modification of the release

provision of the second paragraph of Section 20.1 ”Assignment”
of the Extension Agreement for purposes of this assignment.

ATTEST MARATHON OIL COMPANY

e

Vice Presigghfs ™
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UNITED STATES OF AMERICA

Department of Transportation
Research and Special Programs Administration

Phillips Alaska Natural Gas Corporation

and E ,0 }‘
Marathon Oil Company, ) Docket No. ___-__Z_____
)

Petitioners.

o

L

L

o |

=

- r PETITION OF PHILLIES ALASK NNl R, e REMPTION
g »

B

N |
L
. |
L

R

AND FOR-APPROVAL OF MODIFICATIONS AT KENAI LNG PLANT

Larry Pain
1256 Adams Building
Bartlesville, OK 74004

(918) 661-6353

Counsel for
PHILLIPS ALASKA NATURAL GAS COR PORATION

Lauren Boyd
5555 San Felipe
Houston. Texas 77056

(713) 629-6600

Counsel for
MARATHON OIL COMPANY

August 26, 1991
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UNITED STATES OF AMERICA
DEPARTMENT OF TRANSFORTATION

RESEARCH AND SPECIAL PROGRAMS ADMINISTRATION

Phillips Alaska Natural Gas

Corporation
and Docket No. P' ({7

Marathon 0il Company

PETITION OF PHILLIPS ALASKA NATURAL GAS CORPORATION
AND MARATHON OIL COMPANY FOR CONTINUED EXEMP‘I‘ION

AND FOR APPROVAL OF MODIFICATIC AT KEN2
Phillips Alaska Natural Gas Corporation (”PANGC”) and
Marathon 0il Company (*Marathon”; both are “Petitioners”) peti-
tion the Research and Special Programs Administration of <the
Department of Transportat<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>